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2 KEY =ZCONOMIC INDICATORS: FRANCE 





All Values in Billion U.S. $ Commercial Exchange Rate as of May 15, 1972 
unless otherwise indicated U.S. $1.00 - F 5.1157 
. 5 =] Cumila- D* on 
1970 1971 me yee % Rate of 


_1972 Change Growth 
INCOME, PRODUCTION, EMPLOYMENT 





GNP at Current Prices 160.0 176.62/ 195.52/ 4 10. 52/ 
GNP at Constant (1963 Prices) 118.8 125.42/ 131.62/ ae 5.08 
Fer Capita GNP, Current Prices ($Thousands ) 3. 3 oLb/ 3.72 /, - + 8.8257) 
Pied Investments by Non-Financial Enterprises 27.2 30.32/ 33.38/ + 9.9%/ 
ndices: 
Industrial Production(Year ind)(1962=100) 
(3/72) 162 173~=«178 47.3% 4 6.5¢2/ 
Avg. Labor Productivity(Prev.year = 100) 104.9 105.5 105 .02/ - + 5 0%2/ 
Avg. Industrial Wage (Prev.year = 100) 110.1 110.7. 109.72/ - + 9.7%L/ 
Labor Force (Millions) 21.2 22.42/ 21.52/ . + 0.5%2 
Unsatisfied Job Seekers(Thousands )(Year ind) 
(3/72) 309.5 385 374.6 418.2% - 
MONEY AND PRICES 
Money Supply (ind of Period) (1/72) 4.5 49.4 49.6 410.9%  412.0¢2/ 
Interest Rate (Bank of France Discount Rate 
at Year End) (5/72) Th 6.5% 5.75% - - 
Indices: c 
Retail Prices (1970=100)(Year ind)(3/72) 101.9 108.0 109.4 + 5.8% «4 4. 9%h/ 
Wholesale Prices(1962=100)(Year End)(2/72) 129.3 136.4 137.1 45.2% 44.522/ 
BALANCE OF PAYMENTS AND TRADS | 
Gold and Foreign Exchange Reserves(Year End) 
(4/72) 4.8 Tok 7k $42. 3% - 
Balance of Payments(Non-Monetary Transactions 
with Foreign Currency Areas) 41.4 + 2.0 N.A. - - 
Balance of Trade (Imports CIF,Exports FOB)@/72) -1.2 -0.7 -0.5 - a 
Exports, FOB (3/72) 18.0 20.5 6.1 42h.1% 4 15%) 
ixports to '.S-, FOB (3/72) ie 43 8S 48.4% 4 14cl/ 
Imports,CIF (3/72) 6A 42 6.6 429.2% +4 17%1/ 
Imports from U.S., CIF (3/72) 1.9 1.8 0.6 422.9% + 9%2/ 
Book Value of U.S. Investment in France 2.6 N.A. N.A. ~ ~ 





Main Imports from U.S.(1971,Value $Millions) 
Machinery and Mechanical Appliances 491); Electrical Machinery and Equipment (176); 


Optical, Photographic, Precision and Similar Apparatus (103); Organic Chemicals (97); 
Residues from rood Industries (81); Mineral Fuels and Oils (79); Aircraft & Parts (76). 
Footnotes: *C/same cumlative portion of B. 
Avg. growth rate for period irdicatec measured on annual basis. 
l1/imbassy estimate for full year;2/Latest official French Government ustimates. 
In order to assure comparability, all franc figures for GNP, Fixed Investment and Money 
Supply have been converted into dollars at the rate of 5.1157 francs per dollar, which was 
established in December 1971. Trade figures have been converted, however, at the rate 
prevailing at the time in question. It should be noted that under this procedure percent- 
age changes in foreign trade from one period to the next are different when calculated in 
francs and in dollars. The dollar value of gold and foreign exchange reserves for December 
1971 and subsequent dates is based on the new parity of $38 = 1 ounce of gold, and the 
percentage change from April 1971 to April 1972 reflects this adjustment. 


SUMMARY 


In the last quarter of 1971, a wave of pessimism rolled through 
French business circles. In 1972, however, the business climate has 
improved markedly. The following encouraging factors have been 
responsible for the new mood: A) The currency realignment agreement 
reached at the Smithsonian Institution in December has removed many 
of the uncertainties in the international monetary situation. B) 
Consumption expenditures have remained buoyant and there have been 
scattered indications of a new upsurge of investment expenditures. 

C) Industrial production has continued to increase at an annual rate 
between 6 and 7 percent. D) Registered unemployment, which rose 
sharply throughout 1971, has leveled off. E) The average price of 
shares on the Paris Bourse has increased over 20 percent since the 
end of 1971. F) The economic outlook for France's principal trading 
partners has improved, which will have a favorable impact on French 
exports. G) The monetary and fiscal policies of the French govern- 
ment have become somewhat more expansionary. Despite the improved 
business climate, a number of significant problems cloud the French 
economic horizon. First, real GNP is expected to grow approximately 
5 percent this year, a relatively high rate but still well below the 
6 percent target set in the current French economic plan. Second, 
unemployment remains at a high level. Finally, the wage-price spiral 
which plagued the french economy in 1971, although dampened somewhat 
by price controls, still is a major policy issue. 


The U.S. share of the French market dropped from 9.9 percent in 
1970 to 8.5 percent in 1971. In the 1973-75 period, the devaluation 
of the dollar should improve our share. We should, however, expect 
no dramatic improvement in 1972, but French imports from the United 
States will probably increase from $1.8 billion to $2.0 - 2.1 billion. 


Several recent developments have given French firms and individ- 
uals more incentive to invest in the United States. The French 
Government has relaxed exchange controls on both direct and portfolio 
investment abroad. In addition, the Industrial Development Institute - 
a public financial establishment - has formed a new company to assist 
prospective French investors in the United States. 








CURRENT ECONOMIC SITUATION AND TRENDS 


Business Outlook Improving 


In the last quarter of 1971, a wave of pessimism, swelled by 
international economic uncertainty, rolled through French business 
circles. Opinion surveys pointed to increasing concern among business 
leaders regarding future demand trends. Many firms, particularly those 
relying heavily on export markets, postponed new plant and equipment 
expenditures. Both official and private projections of economic per- 
formance in 1972 were revised downward, reinforcing business fears. 

The mood of business uncertainty was well reflected on the French stock 
market where the value of an average share dropped 20 percent between 
August and December. At the same time, registered unemployment continued 
to rise sharply and inflationary pressures remained troublesome. 


The business climate has improved markedly since December. Busi- 
nessmen have become increasingly optimistic about their future production 
possibilities, and now regard order backlogs and inventory levels as 
"normal". The following encouraging factors have been responsible for 
the new mood. 


- - The currency realignment agreement reached at the Smithsonian 
Institution in December has removed many of the uncertainties in the 
international monetary situation. It also has brought about a net deval- 
uation of the franc against all currencies amounting to 1.8 percent as 
compared with the exchange rate structure prevailing in May 1971. In 
practice, the immediate effect of this development on the French economy 
will be small. Nevertheless, for the long rin, it reinforces the 
competitive advantage France gained from the 1969 devaluation of the 
franc and successive revaluations of the mark. During the first quarter 
of 1972, the French balance of trade showed a small surplus of $60 
million (with imports as well as exports measured on an FOB basis). 


- - Consumption expenditures, which increased 2 percent in the 
first three months of 1972, have remained the most buoyant element of 
domestic demand. At the same time, there have been a few scattered 
indications of a new upsurge of investment expenditures. (For some 
months, the capital goods sector has been the principal soft spot in 
the French economy. Production levels in this sector have been stagnant 
and orders, particularly those from abroad, weak.) According to present 
projections, fixed investment by non-financial enterprises will grow in value 
roughly 9.9 percent this year as compared with 11.4 percent in 1971. 


- - Industrial production has continued to increase at an annual 
rate between 6 and 7 percent, roughly the same as that registered in 
1971. 





- - Registered unemployment has declined slightly from the December 
level of 385,000 to 375,000 in March. (These figures still indicate, 
however, that roughly 2.3 percent of the French labor force has been out 
of work, a high figure by French standards. ) 


- - The December currency realignment has touched off a strong 
rally on the French stock exchange. The average price of French shares 
has increased over 20 percent since the end of 1971, with trading 
extremely active. The rally has been led by foreign investors althouch 
it has increasingly been supported by French funds. 


- - The economic outlook for France's principal trading partners, 
including the United States, has improved. This will have a favorable 
impact on French exports, the volume of which is expected to grow roughly 

percent in 1972, 


- - Finally, es discussed below, the monetary and fiscal policies of 
the French government have become somewhat more expansionary. 


Despite the improved business climate, a number of significant prob- 
lems clouc the french econortic horizon. First, real GNP is expected to 
erow approximately 5 percent this year, a relatively high rate but still 
well below the 6 percent target set in the sixth French economic plan. 
Second, unomployment will probably increase again in the Summer and Fall 
when large numbers of young people enter the labor force. Finally, the 
wage-rrice spiral which plagued the French economy in 1971, although 
dampened somewhat by price controls, is still a major policy issue. 
Hourly wages in industry are now projected to rise 9.7 percent in 1972, 
retail prices 4.9 percent. The comparable figures for 1971 were 10.7 
percent and 6 percent. 


Monetary and Fiscal Policy Somewhat More Expansionary 





Faced with an underemployed economy still troubled by inflation, 
the French authorities have adopted an economic policy mix consisting of 
somewhat more expansionary monetary and fiscal policies and a continuation 
of price controls in modified form. 


Karly in January, the government announced a series of budget measures 
designed to stimulate investment. Most importantly, it changed the rules 
governing the Tax on Value Added (TVA). Firms whose credits for TVA 
charged on their purchases exceed liabilities for TVA on their sales (either 
because of heavy expenditures for equipment goods over a relatively short 
period or because the rate applicable to their sales is lower than the rates 
on their purchases) can now obtain cash refunds for excess credits. At the 
same time, the government accelerated the investment expenditures of nation- 
alized companies. It also increased the funds available for construction 
projects in the first half of 1972 by $100 million. The net effect of these 
measures was to put the 1972 budget, which had been voted in balance, into 
slight deficit. 








On the monetary side, the authorities took a number of steps to 
lower France's relatively high interest rates and sop up the excess of 
loanable funds now present in the French economy. The Bank of France 
lowered the discount rate from 6.5 to 6 percent in January then to 5.75 
percent in April. Late in February, it also allowed its rates for 
intervention on the French money market to fall from 5 to 4.5 percent. 
(Since early in 1971, these rates have been the key instrument used in 
implementing monetary policy.) In March, it then decreased the mandatory 
reserve requirements for commercial banks to 8 percent for demand deposits 
and 3 percent for time deposits. Finally, in April the yields on public 
bond issues were reduced from 8.25 to 8 percent. 


Under modified price control regulations, introduced in March, most 
industrial firms elect either to enter into agreements with the Finance 
Ministry limiting average price increases to 3 percent a year or to sub- 
mit all price increases for approval. Firms with less than 20 workers 
and those subject to strong international competition are exempt from 
controls along with enterprises producing certain luxury goods. 


IMPLICATIONS FOR THE UNITED STATES 


Currency Realignment Improves U.S. Competitive Position 


French imports from all sources increased from $19.1 billion in 
1970 to $21.2 billion in 1971. In contrast, imports from the United 
States decreased from $1.9 billion to $1.8 billion, as our share of the 
French market dropped from 9.9 to 8.5 percent. Imports of U.S. mechani- 
cal and electrical equipment, which together accounted for 37 percent of 
French purchases from the United States, rose $75 million. Losses in 
other categories, however, particularly iron and steel (down 368 million) 
and aircraft parts (down $75 million) wiped out this gain. 


In the 1973-75 period, our share of the French market should improve 
as a result of the currency realignment in December. In particular, the 
devaluation of the dollar and the revaluation of the mark have the poten- 
tial to enhance our price competitiveness vis-a-vis West Germany by 13-14 
percent. Germany is our chief competitor in the French market, supplying 
roughly 22 percent of French imports. 


Despite these long-run advantages, we should expect no dramatic 
improvements in 1972 given A) the high incidence in our export structure 
of items where other factors determine sales more than prices, B) the 
usual lag in ordering and delivering capital goods, and C) the fact that 
the benefits of the devaluation are negated for agricultural items subject 
to variable levies under the Common Agricultural Policy of the European 
Community. On balance, the most we can probably hope for is that French 
imports from the U.S. will reach the $2.0 - 2.1 billion range this year. 
Since total imports are expected to be around $24.8 billion, this would 
imply a slight decrease in our market share in 1972. 





The effects of the devaluation of the dollar will: obviously vary 
from product to product. The American Embassy in Paris has compiled a 
list of major product categories where U.S. competitiveness in the 
French market will be significantly enhanced in the long-run, and to a 
certain extent this year, if American exporters hold the price line. 
They include: chemicals, plastics, textile machinery, specialized 
agricultural machinery, industrial tapes, smaller computers, telecom- 
munications equipment, electronic equipment for aircraft, pulp and 
paper, speciality steels, power machinery and switch gear, materials 
handling equipment, industrial refrigeration and air conditioning equip- 
ment, specialized building materials, institutional food preparation and 
serving equipment, and agricultural products not subject to variable 
levies (soybeans, soybean meal, citrus, cotton and certain variety meats). 


In addition, U.S. suppliers should be in a better position to bid on 
many major projects of the French government and French private enterprise. 
These include: the steel and port complex at Fos near Marseille, the 
nuclear energy program of tte French electric utility monopoly, the Lille 
subway, airport construction at Roissy-en-France and Tossus-Le-Noble, the 
mechanization of the French postal system and the computer complex of the 
French National Railways. 


With a few exceptions, France is generally not a major competitor 
of the U.S. in third markets, particularly in important ones such as 
the European Community. Nevertheless, our position vis-a-vis the French 
should strengthen in some countries in specific commodity lines. [Ixam- 
ples are organic and inorganic chemicals, plastics, electrical machinery 
and high technology items such as communications equipment and navigation 
equipment where agressive French trade promotion programs, backed up by 
attractive financing, have made inroads into traditional U.S. markets. 


On balance, although devaluation of the dollar will put French 
exporters at a disadvantage against domestic American suppliers, the 
currency realignment should not impair French exports to the United States. 
Faster growth in the United States and the improved French position rela- 
tive to Japan and Germany will probably increase French shipments to the 
U.S. from their 1971 level of $1.1 billion to the $1.2-1.3 billion range 
this year. 


New Regulations Facilitate Investment in the U.S. 


Several recent developments, principally changes in the French 
exchange control regulations, give French firms and individuals more 
incentive to invest in the United States. The most important developments 
are the following: 


- - French companies making direct investments abroad can transfer 
all funds necessary for approved projects. Previously, they normally had 
to borrow amounts in excess of $1 million a year from non-residents of 
France. 





- - The Ministry of Finance no longer requires prior declarations 
for direct investments abroad amounting to less than 5200,000 per year. 


- - French residents can freely purchase foreign securities through 
authorized banks, provided that settlement takes place in the’ "financial" 
exchange market (where the Bank of France lets the exchange rate fluctuate 
freely). Previously, all such security transactions were handled in a 
special exchange market where heavy demand and meager supply kept the 
dollar at an artificially high level. The new regulations make foreign 
securities considerably cheaper for Frenchmen. 


- - The Industrial Development Institute, an autonomous institution 
supported by the French Government, has formed a new company to help pros- 
pective French investors in the United States (and certain other foreign 
countries) define their investment goals and establish necessary contacts. 
The new company provides a comprehensive set of services from the planning 
stage through project completion. 


In a similar vein, exchange controls on French tourist expenditures 
have become more lenient. The tourist allowance is now $700 per person 
per voyage with no limitation on the number of trips per year. Before 
August, 1971, the limits were $/,00 and two annual trips. 


* U.S. GOVERNMENT PRINTING OFFICE: 1972—481-593/133 





